Not only do commercial banks but also Islamic banks take part towards the economic growth and stability in Indonesia. Islamic banks through the financing services provide sources of fund for investment activities. However, Islamic banks do not employ variable of interest rate in financing activities because it is prohibited in Islam. The banks utilize a profit sharing rate (PSR) system instead. Moreover, the banks must avoid themselves from the influence of interest rate directly or indirectly. This paper aims at exploring the existence of interest rate towards the financing of the Indonesian Islamic banks. By using the VAR method and monthly-based time series data from 2009-2015, interest rate represented by commercial banking rates for consumption (CBR c ) and for working capital (CBR wc ), the research result indicates that the Islamic banks" financing in Indonesia is indirectly influenced by interest rate. Both the Granger causality and the Pearson correlation tests show that the financing correlate significantly with the rate. The correlation between them is also proved by Impulse Response Function (IRF).
Introduction
It is widely acceptable that the banking sector plays an important role for economic development programs. The sector determines an economic growth and stability as well. Moreover, based upon experiences in a number of countries throughout the world, economic and financial crises attacking those countries usually start with the collapse of banking sector. Likewise, a good banking sector habitually will creates stabilities in the economy of a country. This is because that the sector is the important part of financial market to which plays an essential role towards the economy.
Scholars argue that equity finance is preferable to interest-based debt finance because if the venture fails, the borrower does not bear the entire cost alone. Also, if the venture succeeds, the financial investor receives a larger return than a predetermined interest rate would allow (Khan, 2010) . Currently, however, there are only three Islamic countries adopt the Islamic banking system completely, namely Iran, Pakistan and Sudan, while other countries, such as Malaysia, Egypt, Saudia Arabia and Indonesia, are still dominated by conventional banking institutuions which operate alongside Islamic banks (Aggarwal & Yousef, 2000) .
Nevertheless, it is important to note that interest rate is the core variable in a banking industry. One side, Islamic banks are part of the industry, but, the other side, interest rate is prohibited in the financing under Islamic banking system. And, as known, interest rate is regarded as an ineviTable variable for banking industry where it determines the performance of banks. Can Islamic banks avoid themselves from the involvement of interest rate in financing services? Is it possible Islamic banks free from the influence of the rate? Some experiences of Islamic banks in several Islamic countries indicate the existence of interest rate towards the banks. Kader and Leong"s research (2009) , for instance, found that the increase of base lending rate will induce customers to get financing services from Islamic banks and vice versa.
In Indonesia, for instance, murabahah financing is viewed by some to be similar with interest-based credits of conventional banks. Moreover, the financing, which is based upon mark-up system, dominates the Islamic banks" financing in the country. Islamic banks, according to the writer, should focus on PLS-based financing instead, because it is regarded as the fundamental feature of Islamic banking. Such the phenomenon also prevails in Islamic banks in the Middle East and Malaysia, where most Islamic banks have shown a widespread preference in murabahah financing rather than other financing products orderred by the banks (Shinsuke, 2007) .
How is the Islamic banks" financing in Indonesia, murabahah financing in particular? Is such the financing free from the influence of interest rate directly or indirectly? Is it true that murabahah financing the same as interest-based credits of conventional banks as currently judged by part of Muslim people in Indonesia? They are among questions very essential to be answered and examined. This paper elucidates the financing of Islamic banks in Indonesia, particularly their relationship with interest rate.
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Islamic Banking Principles
Islamic banks are the banks applying Islamic principles within their operation (Khalidin, 2016) . They are also known as the banks complying with the Islamic law or shariah, which means that their operations are permissible under shariah. Nienhaus (1983) defines Islamic banks as the financial institutions relying on the principles of profit-loss sharing (PLS) with the entrepreneurial partners in their relevant banking activities. Islamic banking is part of Islamic finance, which is part of Islam (As-Salus, 1998), therefore the underlying foundation of Islamic banking is the Holy Quran and the Hadith of the Prophet Muhammad (pbuh). Bidabad et al. (2011) argue that the financial activities under Islamic economics are based upon the Islamic faith and must stay within the limits of Islamic Law or the Shariah compliant in all aspects.
Neither interest nor sinful activities is among the primary principle of Islamic banking. Actually, there are a number of principles underlined by Islam towards the operation of Islamic banking; however, the both principles are the core ones. Such the principles actually prevail in all economic and business activities under an Islamic Economic system as well. Besides, Risk-sharing is considered as an important principle of financing under Islamic Economic perspectives (El-Hawari et al., 2004) . The principle means that all parties who involve in financial transactions must share not only the profit but also the losses. The financial system in Islam is a system in which there are no assets without risk and all the transactions are based on the profit-loss sharing system. (Derbel et al., 2010) .
Moreover, interest-free and risk-sharing are regarded as the trade-mark or the specific feature of Islamic banking system. Islamic scholars argue that only two of the financial products of Islamic banking perfectly fulfilling to the interest-free and risk-sharing principles, namely mudharabah and musyarakah financings. Either type of financing is free from the involvement of interest rate and implements a profit-loss sharing system instead. Mudharabah financing is the financing where the bank and entrepreneur contribute in capital and effort respectively. Profit achieved is divided as negotiated as well as losses are burden by them. Musyarakah financing is the jointly financing by the bank and entrepreneur, where the both share in capital and effort. Profit is divided among them so are losses, which are borne by them in proportion to their contribution to the financing (Aggarwal & Yousef, 2000) .
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Interest Rate and Profit Sharing Rate
Interest rate is simply defined as the fee or the rate borrowers must pay to lenders because of using the money (Case, 2012) . It is also known as the cost for holding the money during a specific time or period. Interest rate is the primary variable in a banking industry. It indirectly reflects the financial policy of a bank as well. Not only is in financial markets, interest rate is also utilized in capital markets. Moreover, interest rate constitutes the important part of monetary instruments with which monetary authorities determine money supply in the economy.
However, interest rate is excluded in Islamic banking system because it is prohibited under an Islam economic perspective. The prohibition of interest rate is a fundamental differentiation between the Islamic banking system and other banking systems. It is essential to note that variable of interest rate is not prohibited in Islamic banking due to the variable itself, but such the prohibition is because its feature is the same as riba to which clearly banned by the Holy Quran and the Hadith. Notwithstanding still debaTable, the majority of Islamic scholars view that interest rate is similar to riba, therefore they declare the rate is forbidden in all economic and financial activities.
Nonetheless, part of Islamic economic scholars view that interest rate is only prohibited in loans, not in deferred sale contracts. According to them, there are two types of prices for the contracts, the immediate cash price and the deferred price. They argue that interest emerges in markets in the form of the difference between an immediate cash price and a deferred price. Consequently, according to their views, such the interest rate is not only permissible in sale transactions but it is a duty (Al-Masri, 2004) As as alternative to riba, Profit-Loss Sharing (PLS) based-financing is considered as an ideal mode of financing under Islamic finance (Rahman, 2007) . In deposit side, rate of return or known as Profit Sharing Rate (PSR) is defined as the rate how much money will be received by depositors from their deposit in Islamic banks for one year (Anwar & Watanabe, 2010) . In side of financing, profit sharing rate is the rate at which the financiers must pay for banks because of using the fund in any types of financing.
Financing in an Islamic Banking System
The term of financing is actually another name for "credit" in commercial or conventional banking. Because Islamic banking is free from interest rate, the term of credit which is usually used in commercial banking, is replaced by the term of financing. Islamic banking literatures usually use the term "financing" instead of "credit" of commercial banking. Therefore, because of free-interest, the term "credit" is not found in Islamic banks. Technically, however, either financing or credit is the same, in terms of the banks" goals as financial institutions.
As known, demand for credits in commercial banking, either for consumption or investment, is determined by interest rate. In mathematical form, it could be written as the following:
Because demand for money either for consumption or investment is the same as financing under Islamic banking system, thus, M d is replaced by IBFin, and the financing of Islamic banking consist of saveral types of financing, therefore :
According to Khan and Mirakhor (1989) , the fundamental feature of financial system in Islam is the unquestionable prohibition of the payment and receipt of interest. Thus, interest rate (i) is not utilized in Islam banking, and instead of interest rate, it employs profit sharing rate as the determinant of financing, the model (1) will be:
However, for Islamic countries that adopt two banking systems, conventional and Islamic banking, it is assumed that interest rate still influences the banks" financing, in the other word, interest rate is also considered as its determinant. Thus, the model (3) will be :
It is known that banking industries, including Islamic banks, have strong relationship with macroeconomic conditions. In the other word, the amount of deposits saved by the people or financing provided by banks depend upon economic conditions. Hence, economic variables are also considered as the determinants of financing in Islamic banks. If asumed that macroeconomic variables, inflation and economic growth, induce the financing of Islamic banks, the model (4) could be written as the following.
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IBFin = f (PSR, i, CPI, IPI)
The model (5) above is for examining the total financing of Islamic banks. To examine murabahah financing, which has a specific profit sharing rate, the model is :
According to Zuhaily (1985) , Murabahah is actually a buying-selling transaction with a basic price and adding a particular profit. Currently, murabahah financing is used dominantly for people"s consumption, thus, the financing is assumed to be influenced by conventional banking rate for consumption. Consequently, the model examining murabahah financing will be as the following model :
where, in case, variable "i" is represented by Inter-Bank Money Market Rate (IMMR). CPI and IPI are Consumer Price Index and Industrial Production Index respectively.
Data and Method
Data
The 
Method
There are two models employed in the research. The first and the second models are the ones investigating total financing and murabahah financing of Islamic banks respectively. The both models are as follows :
MuraFin = f (PSR murafin , CBR c , IMMR, CPI, IPI)
An econometic method utilized in the research is the Vector Auto Regression (VAR). An general form of VAR could be written as the following (Johnston & Dinardo, 1997) .
Besides, considered as part of the method, the research also uses the Impulse Response Function (IRF) and the Varian Decomposition (VDC). The Granger Causality test takes part in the research as well. In addition, the statistical tool of Pearson Correlation test is employed for determining the direction of causality between the variables in the models.
Empirical Results
General Description on Financing in the Indonesian Islamic Banks
The establishment of Islamic banks in Indonesia formally started in 1991 where Islamic banks are referred to as Shariah banks by Bank of Indonesia (BI), and Bank Muamalat Indonesia (BMI), established in 1992, is regarded as the first shariah commercial bank (Adnan & Muhammad, 2007) . However, some small Islamic banks (rural banks) have existed before the year; they are BPRS Hareukat Lambaro and BPRS Berkah Amal Sejahtera launched in 1991, located in Aceh and Bandung respectively (Khalidin, 2016) . Currently, there are three types of Islamic banks in Indonesia, Islamic Commercial Banks (BUS), Islamic Business Units (UUS) and Rural Islamic Banks (BPRS), all of them provide financial services.
Financing activities of the Islamic banks in Indonesia have actually started when the banks operated. Financing-related products were ordered at the times. Nevertheless, types as well as volumes of financing were still limited. Currently, various sorts of financing are applied by the banks. The number of financing of the banks rises significantly year by year as well. Three sorts of financing dominantly utilized by the banks are Mudharabah, Musyarakah and Murabahah. However, the murabahah financing, a mark up-based product, covers about two-third of the total financing, whereas the both former financing, which are regarded as the trade-mark of Islamic banking, are only 30-35 of the total financing. 
Unit Root Test
A stationarity test is an important step for the VAR method. The method requires that data included in the model must be stationary. The following is ADF and PP unit root test results. 
Pearson Correlation Test
Completed results of the Pearson correlation test on the both models are showed by Table 5 and Table 6 in the appendix. The test is done in order to know causality directions among variables. The Table 5 denotes that all variables included in the first model are significantly correlated, except CPI and IPI, with total financing. In addition, the Table 6 shows that the results are nearly the same with the previous one, in which all variables, except IPI, correlate significantly with murabahah financing.
The Table 5 presents that the total financing of Islamic banks correlates significantly with total deposits (IBDepTot), profit sharing rate (PSR), commercial banking rate for working capital (CBR wc ) and Interbank Money Market Rate (IMMR). Nevertheless, CPI and IPI, based upon the Table, are not correlated with the total financing. The former four variables are significant at the 0.01 level (1 percent).
In addition, based upon the correlation results as presented by the 
Granger Causality Test
The Granger causality test is an important step in the frame of the VAR method. The test is done because the method assumes that all variables in the model are endogenous. Thus, it needs to know the causality among the variables. According to a selected lag, based upon Table 3 and Table 4 , the first lag is considered as the optimal lag either for model 1 or for model 2, because statistical criterions indicate the lag. For detail, look at the Table 3 and the Table 4 in the appendix. The Table 2 shows that the total financing in the Islamic banks is influenced by interest rates, CBR wc and IMMR. This is indicated by the P-Values of the both, which is 0.0034 and 0.0038 respectively, meaning the both types of interest significantly influence the total financing of the Indonesian Islamic banks. In addition to the variables, total financing of the banks is influenced by profit sharing rate of financing, signified by a significant P-value of their correlation. This result is consistent with the result shown by the Person Correlation test. Nevertheless, three other variables, IBDepTot, CPI and IPI are not correlated with the total financing.
Concerning murabahah financing, there are three exogenous variables affecting on the financing, they are CBR c , IMMR and PSR murafin . The three variables" correlation with murabahah financing is very significant, where their levels of significance are 1 percent. Similar to the total financing, CPI and IPI are not correlated with murabahah financing. The result presented by the Granger Causality test concerning the relationship between murabahah financing and CBR c , IMMR and PSR murafin is in line with the Pearson Correlation test.
Besides, the Table 2 indicates that profit sharing rate either for total financing or for murabahah financing is influenced by interest rate. PSR for total financing and PSR for murabahah financing are influenced by CBR wc and CBR c respectively. This means that the Islamic banks in determining the profit sharing rate for financing are swayed indirectly by interest rate.
In short, the Granger causality test concludes that the varible of interest has an effect on the financing of Islamic banks in Indonesia. Such the fact is somewhat consistent with the findings of Chong and Liu (2009) . They found that the Islamic banks in Malaysia are not very different from their counterpart, conventional banks. In addition, their finding indicates that Islamic deposits are not interest-free.
Impulse Response Function
The following Figure (Figure 2 ) describes the responses of total financing to interest rate of CBR wc and PSR respectively. The response of total financing to interest rate for working capital CBR wc , as shown by the left Figure, is immediately and negatively. For detail, the response of total financing to CBR wc is presented in the Table 7 Based upon the Granger causality and Pearson correlation tests, profit sharing rate, which is the variable determined by the Islamic banks, correlates with interest rates. In detail, profit sharing rate for total financing (PSR ibfintot ) correlates with interest rate for working capital (CBR wc ) and profit sharing rate for murabahah financing (PSR murafin ) correaltes with interest rate for consumption (CBR c ). The Figure 4 corroborates such the facts where it confirms that PSR of financing is influenced by interest rate.
The left Figure shows the fact that there is a positive correlation between profit sharing rate of PSR ibfintot and interest rate of CBR wc . The Figure demonstrates that the PSR responds positively to interest rate. In the other word, when the interest rate rises the PSR for total financing also grows up and vice versa. Such the reality takes place in the case of murabahah financing as well. However, the response of PSR for murabahah financing to interest rate for consumption (CBR c ), as shown by the Figure 4 , is smaller than that of PSR for total financing.
It is essential to be underlined that although the fact that the Islamic banks do not employ interest rate as the yardstick in their financing products, the rate affects such the financing. This is because that the Islamic banks" profit sharing rate correlates with interest rate. In the other word, profit sharing rate of the banks is influenced by interest rate of conventional banks. As interest rate rises, profit sharing rate of Islamic banks goes up and vice versa. Therefore, the fluctuation of interest rate will effect on the amount of financing provided by the Islamic banks.
In general, this research"s affirming that there is relationship between interest rate and financing of Islamic banks, is similar to some researches undertaken throughout Islamic countries. One of them is in the Malaysian Islamic banks. Yusoff et al. (2001) find that Islamic and Conventional loan growth of merchant banks are significantly correlation with the growth of overnight Klibor. Moreover, the growth of Islamic loan is more sentitive than that of Conventional one towards the changes in the rate of Klibor.
However, Athari et al. (2016) argue that competition with conventional banks is a serious problem to which Islamic banks are facing now. The banks have to keep their depositors. Thus, Islamic banks are willing to concentrate on mark-up based financing products. Moreover, Islamic banks have to offer higher returns (at least the same) than that of conventional ones.
Conclusion
The essential feature of Islamic banking regarded as the differentiation with conventional banking is free-interest. The feature is the trade-mark of Islamic banking as well. Moreover, the establishment of Islamic banks throughout the world, including in Indonesia, basically is to avoid from interest-based banking activities. Thus, expected Islamic banks are those free from the influence of interest rate directly or indirectly.
However, this research finds the Islamic banks in Indonesia are not free from the influence of interest rate. In the other word, interest rate indirectly affects on the operation of the banks, particularly in financing. Financing of the banks, total financing or murabahah financing, is influenced by interest rate. Total financing and murabahah financing are affected by interest rate for working capital (CBR wc ) and consumption (CBR c ) respectively. Both the Pearson correlation and the Granger causality tests conclude that there are correlations among them.
In addition, the research reveals that such the correlation occurs due to PSR of the financing that are affected by interest rate. In the other word, the Indonesian Islamic banks in determining profit sharing rate for financing are influenced by interest rate, either interest rate for working capital or consumption. Therefore, the interest rate indirectly influences upon the number of financing in the Islamic banks in Indonesia.
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